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Since early April, Peru's leading business associations began pressuring President Alberto
Fujimori's administration to immediately devalue local currency by up to 50% to provide adequate
incentives for exporters and compensate for higher production costs caused by inflation. Over the
past year, the value of Peruvian currency against the US dollar has remained fairly stable, largely
due to a hefty accumulation of foreign reserves in the Central Bank (Banco Central de Reserva).
As of February, the Bank reported that total foreign reserves had climbed to US$2.847 billion. As a
result, the sol slid by only one percentage point since the beginning of the year, with the exchange
rate increasing from 2.16 soles per US$1.00 to 2.18. At the same time, accumulated inflation for the
first three months of the year is 6.1%, leading most business associations to complain that the sol
is overvalued. Consequently, business leaders are adamantly demanding that the Central Bank
immediately devalue local currency to compensate for inflation and allow Peruvian exports to
become more competitive on the international market.
"We understand the risks that a brisk devaluation would represent, but the Central bank must
take steps to insure that, at the very least, the value of the US dollar increases at the same rate
as inflation," said Arturo Woodman, head of the Confederation of Private Sector Organizations
(Confederacion de Instituciones Empresariales Privadas). Most business associations agree that
to compensate for accumulated inflation since last year, local currency would have to be devalued
by a minimum of 34%, to be followed thereafter by regular mini-devaluations pegged to monthly
inflation. Some prominent business leaders even demand an immediate devaluation of more than
50%. In mid-April, for example, the School of Business Administration released a new study that
claims that at present, the real value of the sol is actually 3.32 soles per US$1.00, which would
represent a 52% devaluation.
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